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PREAMBLE 


In Section 3.06 of the 2002 Annual Report, the Provincial Auditor examined 
Consulting Services within Management Board Secretariat and the ministries of 
the Environment, Finance, Health and Long-Term Care, Natural Resources, and 
Public Safety and Security (Public Safety and Policing Services Divisions only, 
constituting the former Ministry of the Solicitor General). The Standing 
Committee on Public Accounts held hearings on this audit report on February 11, 
2003 with representation from the Management Board Secretariat, Ministry of 
Environment, Ministry of Health and Long-Term Care (the Ministries).' This 
report constitutes the Committee’s findings and recommendations.” 


The Committee would like to take this opportunity to extend its appreciation to 
the officials from the Ministries for their co-operation during these hearings. In 
addition, the Committee acknowledges the assistance provided by the Office of 
the Provincial Auditor, the Clerk of the Committee, and the Ontario Legislative 
Library’s Research and Information Services Branch during these hearings. 


Ministry Response to Committee Report 


The Standing Committee on Public Accounts (Committee) endorsed the 
Provincial Auditor’s 2002 report on Consulting Services, and recommended the 
implementation of its recommendations by the Management Board Secretariat. 


The Committee has prepared supplementary recommendations in this report, 
based on its findings during the hearings. The Committee requests that the 
Management Board Secretariat provide the Committee Clerk with a 
comprehensive written response to its recommendations within one hundred and 
twenty calendar days of the date of tabling with the Speaker, Legislative Assembly 
of Ontario, unless otherwise instructed in the recommendations. In the event that 
additional time is required to prepare a response to this report, it would be 
appreciated if the Deputy Minister of the Management Board Secretariat would 
contact the Committee Clerk to establish a revised deadline. 


4. BACKGROUND” 


Consulting services, as defined under the Management Board of Cabinet 
Directive on Consulting Services (Directive), are services provided for a fee, on 
the basis of a defined assignment. Over the past five years, there has been a 
substantial increase in annual consulting services expenditures at Ontario 
ministries, from $271 million in 1998 to $662 million in 2002. 


Management Board Secretariat (MBS) is primarily responsible for setting 
standards for the planning, acquisition, and management of consulting services 
within the Ontario government. The Consulting Services Directive outlines four 
main principles: competition, access, fair and equal treatment of suppliers, and 


responsible management. 


The Directives sets out processes for selecting and negotiating contracts. 
Documentation is required for any changes to the terms and conditions of 
agreements. For example, prior approval of both the Deputy Minister and 
Minister is required for any changes to the ceiling price that cause the total value 
of the agreement to reach or exceed $500,000. Ministries must retain appropriate 
documentation of each assignment for reporting to MBS and for future reference. 


MBS has established corporate vendor-of-record (VOR) arrangements with 
multiple vendors. This system provides a contractual framework for the ongoing 
acquisition of commonly purchased goods and services, which includes 
consulting services. 


2. AUDIT OBJECTIVE AND SCOPE 


The audit objective was to assess whether the ministries audited had adequate 
systems and procedures in place to ensure that consulting services were acquired 
and managed with due regard for value for money and in compliance with 
corporate policies. The audit fieldwork was substantially completed by March 
2002. 


Overall Audit Conclusions” 


The audit identified numerous instances where the Ministries did not comply with 
requirements of the MBS Directive and Guidelines. As a result, the Auditor 
concluded that, in many respects, consulting services were not acquired and 
managed with due regard for value for money. The following is a summary of the 
major audit concerns: 


« heavy dependence on the use of consultants at per diem rates significantly 
higher than the salaries of ministry employees performing similar duties; 


e awarding continuous agreements with little or no change to the original 
deliverables; 


e not applying a competitive process in acquiring IT and other consultants; 


e ministries assumed financial risk by engaging consultants on a per diem rather 
than time-defined basis; 


e weaknesses in the competitive selection process (e.g., poorly defined 
evaluation criteria led to the awarding of a $3-million consulting contract, 
which was double the price bid by the lowest bidder); 


e agreements not reflecting the scope of consulting work (e.g., a new contract 
was not entered into to reflect the revised scope and objectives of the ongoing 
work); 


e not ensuring that consultants’ provincial taxes were in good standing; and 


¢ significant weaknesses in controls over payments to consultants. 
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General Response to the Audit 


The MBS Deputy Minister indicated that the Auditor’s report helped to improve 
business practices and that various initiatives to strengthen policies pertaining to 
the selection and management of consultants were underway.° Improvements to 
the procurement policy Directives have been approved and at the time of the 
hearings the amendments were being finalized. These changes also include a 
strengthened policy for lobbyists providing consulting services. 


Amended Procurement Directives (2003) 


On April 25, 2003, following the hearings, the Management Board Secretariat 
issued a News Release on the new rules to manage external consultants. 
Subsequently, the Secretariat provided the Committee with documentation on this 
announcement entitled “Procurement Directives - What’s New Chart”.® The Chair 
of Management Board highlighted the revised procurement Directives:” 


e arequirement for executive sign-off on all procurement activity, including 
Cabinet approval prior to initiating new procurement for contracts valued at 
more than $1 million; 


e arequirement for ministries to report annually to MBS on their use of 
consulting services; 


'e strict new rules requiring ministries to justify their use of consultants and to 
conduct a secondary selection process when choosing consultants from a short 
list, to encourage competition and value for money; and, 


e astrengthened tax declaration requirement to ensure that the government only 
enters into contracts with vendors who are in good tax standing. 


In addition, the government is reviewing the conflict of interest rules to ensure 
that consultants who are also lobbyists are not in a conflict situation when bidding 
on government contracts. 


AUDIT OBSERVATIONS AND COMMITTEE RECOMMENDATIONS 


3. DIRECTION TO MINISTRIES 


The Management Board of Cabinet Directive on Consulting Services sets out 
corporate policies and requirements that ministries must follow in planning for, 
acquiring, and managing consulting services with due regard for value for money. 
Further direction to ministries on acquiring consulting services is provided 
through the contractual VOR arrangements with multiple vendors established by 
MBS. 


Committee Hearings 


Consulting Policies and Directives 


Management Board of Cabinet establishes corporate management policies and 
Guidelines for the management of staff, technology, finances, information and 
other resources. MBS is responsible for overseeing the implementation of these 
policies, which includes corporate Directives and Guidelines.'° 


The province engages consultants in specialty areas. For example it has retained 
IT (Information Technology) consultants as it develops more e-government-type 
activity. These consultants provide high-end expertise for peak-load situations 
(e.g., integrated financial information systems).'' The Auditor concluded that 
there were numerous instances in which the ministries did not comply with the 
Directive when engaging in these activities. ' 


The Deputy Minister described the expectations of accountable management and 
the stewardship of public funds by ministries under MBS Directives: 


Corporate directives incorporate mandatory 
requirements that ministries must follow. Our 
[MBS] corporate policies and guidelines are 
intended to provide the framework for ensuring 
accountable management and stewardship of 
public funds by ministries delivering a vast 
array of programs and services. Management 
Board Secretariat is responsible for keeping the 
corporate policies and guidelines up to date, and 
ministries are accountable for their own actions 
and compliance with the corporate framework 
established by the government.'? 


Management Board Secretariat has taken initiatives to increase compliance with 
corporate Directives, for example, strengthening controllership through iSERV, 
which provides the infrastructure on networks and processing to government 
ministries, and the Shared Services Bureau. '* In addition, Management Board has 
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a controllership unit to track consulting contracts and report on overall 
administration.'° 


Contract Compliance Initiatives 


During the hearings, the ministries described a number of remedial measures 
being taken to address the shortcomings identified by the Provincial Auditor. 
Based on the findings at the hearings, the Committee has decided to provide an 
update on the following subject areas: staff training, new rules on contract 
management, tendering and documentation, executive approvals, contract 
databases, and reporting requirements for consultants and ministries. 


Staff Training 


A necessary aspect of compliance is ensuring that managers are informed of MBS 
Directives and Guidelines through formal training. The ministries attributed the 
problem of non-compliance in part to a lack of staff knowledge. Training is 
planned to provide staff with the necessary background and expertise to oversee 
contracts (e.g. using a contract management database). 


The objective was to develop an appropriate supervisory and controllership 
function, with the oversight processes being enhanced at the Chief Administrative 
Officer (CAO) level.'® Improved contract controllership and financial 
management have been developed, and mechanisms are under discussion on the 
performance planning process. : 


New Rules on Contract Management 


Management Board explained the breadth of the new rules pertaining to the 
general management of consulting contracts (planning and costing, 
documentation, management of payments, resolution of vendor performance 
issues, approval for changes to scope or terms of agreements, and tax 
compliance). Some of these requirements are addressed subsequently in more 
detail in this section, and elsewhere in the report.’ 


MBS is strengthening contract management, specifically through the introduction 
of new controls on any expansion of the scope of consulting assignments or to 
structure a consulting assignment to avoid an open, and competitive process.” 


Tendering and Documentation 

The Committee addressed certain issues related to the tendering process, 
specifically that ministries comply with Management Board Directives, and that 
procedures are followed in the execution of a project (e.g., RFP approach for large 
assignments). 


The Auditor noted that ministries have not always called for open tender, and 
have relied on VOR lists using a per diem basis to complete assignments. A major 
problem has been that the MBS Guidelines were not clear as to when an open 


tender is required. It was reported during the hearings that the tendering approach 
would be amended.7° 


Management Board will ensure that ministries define consulting assignments and 
estimate their cost. The Guidelines will require a clear definition of large projects 
that require open tender, and define fixed deliverables at an established price. 


The rules for non-competitive processes have been tightened. If a ministry decides 
to use a non-competitive approach, it will be necessary to provide a full 
justification.”! The Shared Services Bureau will develop checklists, and MBS will 
provide details on the documentation requirements. Spot-checks are to be 
conducted on these documentation files with feedback to the program areas.” 


Amendments to Executive Approvals for Procurement 


Management Board is introducing amendments to the executive approvals process 
at each level of procurement, as follows:”° 


e Contracts Valued Over $1 million: Management Board of Cabinet will have to 
approve the planned procurement. This includes the establishment of vendor- 
of-record arrangements valued at more than $1 million. This provision, which 
used to apply only to IT procurement, now will apply to all goods and 
Services; 


e Non-competitive Sourcing and Consulting Contracts: deputy ministers will 
have to approve, justify and document all non-competitive procurement 
valued at $25,000 or more, and Management Board of Cabinet must approve 
all non-competitive consulting contracts valued at $500,000 or more; and 


e Mandatory Documentation Requirements: establishment of additional 
mandatory documentation requirements for procurement to ensure 
justification for any non-competitive activities. 


Ministry Databases 


At the time of the hearings, Management Board did not have systematic files on 
the number of consulting arrangements for each ministry.”* However, it will be 
able to identify these contracts when the annual reports are filed next year. In 
addition, the Integrated Financial Information System (IFIS) will be helpful when 
implemented in the identification process.” 


The Ministry of Public Safety and Security is introducing a contract management 
database, which should be fully operational in 2003, and other tools designed to 
track contract information, including renewals and extensions.”° The objective is 
to manage the use of consultants, and it is anticipated that other ministries will 
develop such mechanisms.”’ The Committee concluded that the management of 
consultants in the future requires uniformity in approach to ensure the consistent 
application of Management Board Directives and Guidelines. 


It is anticipated that there will be a more rigorous system under IFIS and through 
mandatory reporting. This information will assess compliance with procurement 
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Directives, the delegations of authority, the payments of invoices against contract 
ceiling prices.”° 


Reporting Requirements on Consulting Services 


Management Board reported that there are plans to take the following reporting 
and evaluation initiatives:”° 


¢ implementation of amendments to the Directives requiring ministries to report 
to Management Board Secretariat each year on the planning, acquisition and 
management of consulting services, including any exceptions to open 
tendering and vendor performance issues; 


¢ annual ministry reporting on the use of consultants to enhance internal 
reporting and monitoring on the management of consulting services; 


e initiation of a corporate training program for managers to provide guidance on 
the hiring and management (e.g., document business rationale, and proper 
documentation on work scope, time frames, deliverables and related costs); 


e introduction of a checklist for the procurement and management of consulting 
services; and 


e evaluation of the effectiveness of the changes introduced to promote 
efficiency and value-for-money in ministry operations. 


Committee Recommendations 


Controllership Initiatives 


The ministries acknowledged the necessity of a strategy to strengthen the contract 
controllership capacity within ministries for consulting services and action has 
been taken on several fronts.*° This section of the report has identified several 
initiatives at various stages of completion. 


The Committee has concluded that follow-up is required to ensure the steps being 
taken to improve administration through the MBS Directive in fact achieve the 
desired objectives. Understandably, some undertakings will require more time 
than others to achieve full implementation, and therefore permit a comprehensive 
evaluation. Nevertheless, an interim status report is required. 


Therefore, the Committee recommends that: 


1. Management Board Secretariat should report to the Standing 
Committee on Public Accounts on the actions taken to implement the 
amended Directive on Consulting Services and to ensure ministries’ 
compliance with all Management Board of Cabinet Directives. The 
Ministry should provide a written response to this recommendation 
within one hundred and twenty calendar days of the date of tabling 
this report with the Speaker. 


Systematic Files on Consultants 


The Committee noted that Management Board has not had systematic files on the 
number of consulting arrangements, but that these contracts will be identified in 
the annual reports next year. The Committee is of the opinion that the 
management of consultants requires a common approach to ensure the consistent 
application of Management Board standards. The Integrated Financial 
Information System, for example, will help in this regard. 


Therefore, the Committee recommends that: 


2. The Management Board Secretariat should develop management 
mechanisms to oversee consultants and these initiatives should be 
coordinated between the ministries and the Secretariat. The Ministry 
should provide a written response to this recommendation within one 
hundred and twenty calendar days of the date of tabling this report 
with the Speaker. 


Discretionary Spending Levels 


The Committee expressed concern over the potential level of non-competitive 
discretionary spending by OPS management, and whether such spending is 
justified, rational, and subject to adequate review. As noted in this section, deputy 
ministers are required to approve non-competitive procurement of $25,000 or 
more, and the Management Board of Cabinet is responsible for the approval of 
non-competitive consulting contracts valued at $500,000 or more. 


The Committee has concluded that MBS must determine the extent of non- 
competitive discretionary spending within the OPS and define a plan of action to 
ensure accountability for such spending. The ministry annual reports to MBS 
would be expected to identify all expenditures on consultants, providing a 
breakdown of the number of contracts by the ranges of total costs (e.g., contracts 
of $25,000 and less). Furthermore, the Committee is of the opinion that the 
approval thresholds in the Consulting Services Directive not be increased. 


The Committee therefore recommends that: 


3. A breakdown of consulting services spending, by ranges of total 
costs, for example below $25,000, should be included with annual 
ministry reports. If such spending is considered material, the 
Management Board of Cabinet should consider introducing 
Guidelines for non-competitive discretionary spending by senior 
management of the Ontario Public Service so that such spending is 
subject to an accountability regime. MBS should provide a written 
response to this recommendation within one hundred and twenty 
calendar days of the date of tabling this report with the Speaker. 
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Review Committee 


The Committee considered the merits of creating a committee of Members for the 
purpose of reviewing and endorsing proposed consulting projects. Projects with 
important policy implications and long-term financial commitments would be 
scrutinized by this committee prior to approval, and in certain instances proposals 
may be recommended for full Cabinet review. 


The Committee therefore recommends that: 


4. The Management Board of Cabinet should consider the merits of 
establishing a committee to consider and prepare recommendations 
on proposed consulting contracts between $25,000 and $500,000 with 
important policy implications and long-term financial commitments. 
The approval of a consulting contract would require the committee’s 
endorsement. MBS should provide a written response to this 
recommendation within one hundred and twenty calendar days of the 
date of tabling this report with the Speaker. 


Establishing Vendor-of-Record Arrangements 


Approved VOR lists include all consultants who have successfully met the criteria 
for each type of consulting service. Ministries are required to select a consultant 
from the appropriate list that best meets the needs of the assignment at the lowest 
cost. For large assignments, the ministry is required to receive competing 
proposals from several consultants, with the selection being based on the merits of 
each proposal. 


The Auditor noted several areas where the VOR arrangements require 
improvement to ensure that they reflect the requirements for fairness, openness, 
and competitiveness in the Directive, thereby helping to ensure that ministries 
achieve value for money, for example: 


- for several categories of consultants, the threshold amount set by MBS for the 
use of VOR lists was often significantly higher than the amount specified in 
the Directive. There was no documented rationale to justify the higher 
threshold amounts. 


- MBS Guidelines to ministries did not require that qualified consultants on the 
VOR lists be given an equal opportunity to submit a proposal to demonstrate 
that they can satisfactorily complete the assignment at the lowest cost; 


« certain projects (e.g., IT) were subdivided into individual smaller assignments 
of less than $500,000. These ministries did not call for open tender for the 
assignments, but rather selected consultants from the VOR lists on a per diem 
basis to complete the assignments; 

ministries were not required to report to MBS on the extent to which VOR 
arrangements were used. In addition, only IT consultants were requested to 
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report back to MBS on the value of the contracts they received from ministries 
under VOR arrangements; and 


e MBS does not obtain a guarantee from vendors that the rates submitted are the 
lowest rates the vendors make available to their major customers. 


MBS is in agreement with the Provincial Auditor that VOR Guidelines should be 
strengthened and clarified to ensure that ministries use the agreements properly 
and appropriately, and that VOR arrangements should seek commitments from 
vendors that they will offer the best prices for services to the OPS that they offer 
to similar large organizations within Canada. Finally, the Secretariat concurred 
with the need for an improved process for collecting information on and 
monitoring ministry use of vendors of record. The Secretariat reported in the audit 
report in 2002 that it would develop and make recommendations to the 
Management Board of Cabinet that the Directives on procurement be revised with 
respect to VOR rules, including the establishment of thresholds. 


Committee Hearings 


VOR Consultant Selection 


VOR is based on a two-stage competitive process. The firms listed on the VOR 
corporate list have competed in a fair, open and transparent process, meeting 
mandatory standards and criteria in order to become pre-qualified. Ministries can 
then select from a list of pre-qualified vendors when there is a need to engage 
consulting services. 


The administrative efficiencies of this approach include not having to repeat 
formal selection processes to secure consulting services, and a reduction in 
overhead costs as businesses are not required to compete in multiple similar 
Request for Qualification processes.>| 


VOR Review 


The VOR process was under review at the time of the hearing. As part of this 
process the Directive is being amended and the contractual provisions are being 
streamlined in terms of vendors’ responsibilities, which include reporting, 
knowledge transfer, and remedies for non-compliance. 


Amending the Directive and Guidelines 


Management Board explained that action is being taken to further entrench the 
principles of competition and value-for-money in VOR practices through the 
Directive and Guidelines, for example:” 


¢ strengthening the rules by formally recognizing VOR arrangements in the 
procurement Directives; 


- clarifying and strengthening the specific rules around requirements for 
vendor-of-record (selection process of a vendor from the VOR list for a 
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specific assignment) to further encourage competition while promoting value 
for money; 


« seeking commitments that consultants are providing pricing comparable to 
that offered to similar large public sector organizations, and exploring how the 
province can obtain price discounts from vendors; 


¢ specifying a ceiling value of $750,000 for the use of the VOR arrangements 
unless otherwise approved by Management Board of Cabinet. Beyond the 
ceiling, a full, separate competition is required; 


¢ establishing new approval and reporting requirements to ensure that projects 
using VOR arrangements are not subdivided into smaller projects to avoid 
competition; and 


e a formal second-stage competition will be required when making use of VOR 
arrangements for procurements above $25,000. 


Second Stage Competition (VOR Arrangements) 

Management Board is proposing that a competition would be required for 
contracts over $25,000 on the VOR system. At issue is the extent of the 
competition, given the significant amount of administrative work required on the 
part of government and the companies involved.*> In addition, the subdivision of 
contracts is prevented and documentation requirements are amended. 


For contracts above $25,000 and below 
$250,000, I [MBS Deputy Minister] believe at 
least three firms will have to compete for the 
assignment; for assignments between $250,000 
and $750,000, at least five. So we have basically 
come up with a regime that we're looking to 
implement that will require further competition 
at the second stage for vendor-of-record 
arrangements, and all of that, of course, will 
have to be documented.** 


Management Board is attempting to strike a balance between a full versus a 
reduced scale of competition where there has been pre-screening and pre- 
evaluation.°> In the case of procurements not using the VOR process, the existing 
procedures require complete open tendering for goods over $25,000 and services 


over $100,000.°° 
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Committee Recommendations 


VOR Review 


The objectives of the VOR review were to address shortcomings in the system 
and to promote an open and competitive procurement process. While the 
Committee acknowledges that changes have been made, it requires assurance that 
all concerns raised by the Committee and the Provincial Auditor have been 
satisfactorily addressed. 


The Committee therefore recommends that: 


5. Management Board Secretariat should report to the Standing 
Committee on Public Accounts on how the revised vendor-of-record 
system for consultant selection will address all concerns raised by the 
Provincial Auditor. This report should include but not be limited to 
the following matters: 


° actions taken to ensure ministries comply with the requirement 
that larger projects not be subdivided into smaller assignments 
to avoid competition and that consultants assume responsibility 
for their work by requiring fixed deliverables at a firm price; 
and 


° actions taken to obtain, whenever possible, guarantees from 
vendors that the rates submitted are the lowest rates the vendors 
make available to their major customers. 


The Ministry should provide a written response to this 
recommendation within one hundred and twenty calendar days of the 
date of tabling this report with the Speaker. 


Amended Threshold (2003) 


As pointed out during the hearings, the ceiling above which an open competition 
would be required is to be increased from $500,000 to $750,000 on VOR 
contracts. The Committee concluded that this is contrary to the need for increased 
scrutiny and oversight on consulting contracts, and would reduce accountability. 


The Committee therefore recommends that: 


6. The Management Board Secretariat should not increase the 
threshold amount ($500,000 to $750,000), above which an open 
competition is required on vendor-of-record contracts. The Ministry 
should provide a written response to this recommendation within one 
hundred and twenty calendar days of the date of tabling this report 
with the Speaker. 
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4. CONCERNS RELATING TO MINISTRY USE OF CONSULTANTS 


The Provincial Auditor addressed the following aspects of the proper use of 
consultants by provincial ministries: 


* continuous reliance on consultants; 
e justification for the use of consultants; 


¢ competitive selection process; 


¢ MBS agreements with a consultant (Ontario Realty Corporation case); 


e tax compliance forms; 
¢ controls over payments to consultants; 
¢ managing and controlling the use of consultants; and 


e post-assignment evaluations. 
The Committee has addressed some of these matters in this section of the report. 


Continuous Reliance on Consultants, Assignment Definition 
and Fixed-Price Contracts 


The Auditor identified instances in which the Ministries did not comply with the 
Directive’s requirements, for example, that consultants must only be hired for a 
defined assignment. Related issues, which overlap with other sections of this 
report include avoiding competition in awarding successive agreements, 
inadequate transfer of knowledge, and the risk assumed by engaging consultants 
on a per diem basis rather than specifying fixed deliverables, dates and prices. 
The overriding concern was that poorly defined and ambiguous consulting 
assignments could result in problems such as excessive billings above the agreed- 
upon amount. In addition, a fixed-price contract would provide protection against 
missed deadlines and cost overruns. 


As noted in the Auditor’s report, the Secretariat has indicated that knowledge 
transfer is essential to avoid a continuous reliance on consultants and will take the 
necessary actions, through ministry staff training for example, to further 
strengthen the knowledge transfer requirement. 


Committee Hearings 


Extended Reliance on Consultants 


The Committee addressed several issues related to the continued reliance on 
consultants in the delivery of provincial services: the reliance on IT specialists, 
the absence of adequate knowledge transfer, and the role of the OPS and 


consultants in the future. 


The ministries explained that the main reason for using consultants has been to 
provide specific expertise, often for a short-term need, at times on an immediate 
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basis. The intent has been to use consultants selectively; not necessarily building 
that capacity in a given ministry.** The ministries explained that the level of 
dependency identified is attributable in part to the changes being made in the 
delivery of public services in recent years, which have included numerous 
transformational projects often with heavy implementation demands that cannot 
be met by ministry staff. Specific examples include the following:*? 


e coming out of the Y2K period and the middle of the dot-com boom where 
there had been peak demand for IT, it was hard to systematically attract and 
retain IT people; 


e the integrated financial information system is being introduced in ministries, 
and this requires financial and IT expertise in peak-load development and 
implementation periods. The reliance on these consultants will decrease when 
the financial system is fully implemented; and 


e the impact of the decision to change the estimates to an accrual basis, which 
requires a lot of financial expertise as well. 


Consultants’ Role in a Client-Focused Organization 


According to MBS, the OPS is being transformed into an increasingly more 
efficient and effective organization with a focus on client-services. This process 
will entail new technology for improved client service and management systems, 
and long-term organizational renewal. *°Consultants are important to government 
operations, providing expertise and specialist advice for time-specific project 
work and supplementing ministry staff resources. They may provide resources in 
hard-to-recruit areas or in some cases bridge the gap until OPS staff are 
recruited."! 


In the IT area for example, the province has been using consultants extensively 
for technology projects for service delivery and enhancing administrative 
efficiency. The ministries explained that the end product is government services 
that are increasingly more convenient for citizens and businesses, based on 
innovation and e-government. The OPS workforce is being updated to ensure that 
such skills are available, relying on consultants who have assisted in the 
transformation.” 


It was acknowledged by the ministries that, as pointed out by the Auditor, the 
province does have a number of instances where consultants are doing work that 
could be done by OPS staff.** The Committee enquired about the OPS vacuum in 
certain areas of expertise, and whether the province would be hiring new full-time 
staff, rather than relying on consultants. The ministries explained that the most 
problematic area for replacing consultants with OPS staff is in the IT area.“ 
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The following MBS table provides an overview of IT consultants, IT staff, and 
the total full time OPS employees in mid 2002. 


IT CONSULTANTS AND IT STAFF 
COMPARISON FOR THE OPS 
June, 2002) 










# of IT Fee- 

for-service 

Consultants 
(Note 1) 


Office of Corporate Management Board Secretariat -OCCIO only 4 slOiiooass| 
ClO 


Central Agencies Management Board Secretariat — excluding OCCIO 
Cluster Finance 

Cabinet Office 

Other * 
Education 
Training, Colleges and Universities 
Municipal Affairs and Housing 
Citizenship 

Culture 

Tourism and Recreation 
Intergovernmental Affairs 
Francophone Affairs 

Other ** 
Consumer and Business Services 
Enterprise, Opportunity and Innovation 



















# of OPS 
FTE’s 
(Note 3) 










forll Pies 


I&IT Cluster Ministry (Note 2) 
ote 





















6,988 





156 
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Community Services 
Cluster 













207 5,691 





















Economics and 
Business Cluster 







ae ae 
~ 









Energy 141 S27 
Labour 
Other == 

Human Services Health and Long Term Care 

Justice Cluster Attorney general 
Public Safety and Security 174 378 
Native Affairs Secretariat 












Agriculture and Food 
Natural Resources 
Environment 
Northern Development and Mines 
Other:**** 


Transportation Cluster | Transportation 145 


Land and Resources 
Cluster 






499 10,038 


267 4,777 








be Lieutenant Governor, Office of the Premier, Ontario Realty Corporation, Ontario Financing Authority, Financial 
Services Commission and SuperBuild Corporation 

nde Ontario Science Centre, Ontario Place, St. Lawrence Park’s Commission, Tourism Marketing Partnership 
Corporation 


dah Ontario Development Corporation 
**** ~~ Ontario Clean Water Agency 


Notes: é 
1. Cluster’s best estimate of head count (not FTE) of IT fee-for-service consultants on assignment in the cluster at 


a point in time, June 30, 2002. (Source: cluster survey). The number of IT consultants fluctuates from time to 
time because of the time-limited and project-specific nature of the work they perform, and is therefore difficult 
to track accurately and consistently across ministries. 

2. IT FTE staff strength at the end of June, 2002. including students and seasonals. IT FTE’s are employees with 


an ITX. ASY, ASM, SO or DPT classification. (Source: WIN) 
3. OPS FTE staff strength at the end of June, 2002, including students and seasonals (Source: PMED) 


Source: OCCS, Management Board Secretariat, March 7, 2003 
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Management Board assured the Committee that it is ensuring that consultants are 
used appropriately.*” The ministries are considering existing consulting contracts 
to determine which should be continued and whether it is appropriate for certain 
tasks to be performed internally. The Central Agency I&IT cluster, Management 
Board, Ministry of Finance and the Premier's office have already made some 
adjustments to reinstate internal staff. Cost-effectiveness and knowledge 
management are considered in these decisions.*° 


Ongoing Demand for Consultants 


The Committee discussed the changing nature of procurement and the future 
demand for consulting services. In addition to broad IT innovations, other specific 
initiatives include, for example:*” 


e consultants overseeing the Ontario Business Connects networks which has 
self-help workstations. When using consultants, Ministry staff are able to 
focus on the next steps for Ontario Business Connects (e.g., the Internet-based 
technologies). 


e _ the servicing of old computer systems (e.g., the legacy system and the payroll 
system are in COBOL which is nearly out-of-date. Therefore, to manage these 
systems, specialist consultant skills are required); and 


e inthe move to e-government, the province requires knowledge on Internet 
usage and leading edge technologies on a cost-effective basis. 


Consultants as Managers 


The Auditor noted that consultants were retained to oversee other consultants, 
specifically in the Ministry of Health and Long-Term Care, due to the absence of 
senior management in certain areas.** Consultants are used in various capacities to 
supplement ministry staff when vacancies arise and positions remain unfilled. 
This has been attributed to circumstances such as labour market conditions. 
Management Board acknowledged that the Provincial Auditor was correct in 
concluding that this situation had to be reviewed and it indicated that it would be 
addressing it in the future.”” 


The Ministry provided supplementary information, with a breakdown of the 
consultants involved in management capacities.°’ Within the following divisions 
there were twenty-seven such consultants in February 2003: 


¢« Long Term Care Redevelopment Project; 
e Health Services Division; 
e Smart Systems for Health; and 


e Human Services Cluster. 


A plan is now in place to ensure that appropriate knowledge transfers occur 
between the senior consultants managing other consultants, and ministry staff. 
Ministry managers will be required to provide documentation on the actual 


me = Se a oa 


transfer process and Management Board will monitor this process while projects 
are being developed and implemented.>! 


Building OPS Capacity 


Currently, there are efforts through Management Board to attract personnel to the 
OPS.” The province is working on an internship program, and targeted 
recruitment to fill vacancies and attract individuals in various program areas. The 
strategy is based on the following initiatives: 


- _ attracting interns for IT and electronic service delivery upon graduation; 


¢ improving the skills of existing staff in areas such as project management, and 
knowledge management; and 


¢ introducing a new staffing category to permit Management Board to hire on a 
“time-limited basis”, with the ability to provide benefits similar to classified 
staff. 


OPS in the Future 


The Committee questioned the ministries on the past reliance on consultants and 
the longer-term implications of this approach on the OPS. At issue is the extent to 
which consultants have been engaged in work otherwise performed by OPS staff, 
including supervisory roles.°* The ministries explained that the downsizing, 
attributable in part to a deep recession in the 1990s, is a consideration in the 
equation. Since June 1995, over 18,000 FTEs (Full Time Equivalents) were 
reduced and 2,630 vacant positions were eliminated.” Also, an alternative service 
delivery methodology was introduced (e.g., road maintenance, property 
assessment, and local services realignment). In the future, ministries will follow a 
rigorous process to determine whether the work should be done by ministry staff, 
subject to the availability of resources.”° 


As discussed throughout this report, there are several initiatives to address the 
dependency on consultants. y 


e full documentation on the process for determining the availability of internal 
ministry resources prior to acquiring consulting services; 


- definition of the assignment requirements; 
- follow an established procedure for bidding on the selection of vendors; 


- contractual obligation to ensure a transfer of knowledge from consultants to 
OPS staff; and 

- business planning processes to deal with the approval of the various stages of 
more major projects. 


Consultant Payment Scales 


The ministries explained that in comparing the costs of consulting services against 
OPS salaries there are several factors to consider, for example, the benefits 
package.” 8 Also, when individuals are hired by a ministry after leaving the OPS, 
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they are not necessarily performing the same work, but may be involved in project 
maintenance, for example, when an IT system has been constructed and is 


operational.° 2 


In the Auditor’s report, MBS indicated that it was tightening controls on payment 
processes through a revised delegation of authority framework and training on the 
associated payment-process-verification controls (in conjunction with the Shared 
Services Bureau).”” 


Payment Based on Fixed Timeframe 


The Committee enquired about the use of per diem payments for consultants, and 
whether it is possible to move to a payment based on a fixed timeframe in order to 
reduce costs. The ministries acknowledged the merit of this position, and in 
certain cases per diem payments have been removed. A fixed contract and fixed 
deliverables are being addressed.*' 


Committee Recommendations 


Business Case for Consulting Services 


The Committee is encouraged that MBS Directives will require that ministries 
prepare a business case to substantiate the need for consulting services. The 
ministries acknowledged that they have not been as vigilant in the past, and that 
documentation as well will assist in the future to ensure value for money.” 


The Committee therefore recommends that: 


7. The Management Board Secretariat should report to the Standing 
Committee on Public Accounts on the preliminary results of the 
requirement that ministries provide a comprehensive business case 
prior to acquiring consulting services, with an overview of business 
planning procedures followed in this process. The Ministry should 
provide a written response to this recommendation within one 
hundred and twenty calendar days of the date of tabling this report 
with the Speaker. 


Knowledge Transfer by Consultants 


The Committee emphasizes the importance of knowledge transfer by consultants; 
one crucial effect is that it can help to reduce the continued reliance on such 
services by the OPS. Such transfer is especially critical when specialist services 
have an ongoing role and relevance, as opposed to short-term requirements. MBS 
has committed to take the necessary action on this matter through such measures 
as staff training. Finally, on the completion of a consulting contract the 
Committee concluded that a formal reporting process or protocol is required to 
document the knowledge transfer process and any skills imparted by the 
consultant. 


ean eA 


The Committee therefore recommends that: 


8. The Management Board Secretariat should report to the Standing 
Committee on Public Accounts on the details of its plan for knowledge 
transfer. Furthermore, on the conclusion of each consulting contract, 
the responsible ministry should follow an established protocol for 
documenting the knowledge transferred and new skills acquired. The 
Ministry should provide a written response to this recommendation 
within one hundred and twenty calendar days of the date of tabling 
this report with the Speaker. 


Building Ministry Capacity 


As discussed, consultants have been retained to address unique circumstances 
confronting public sector managers. Under such circumstances, it has not always 
been necessary for ministry management to build additional, capacity, given that 
the consultant’s terms of reference have been for short-term ventures. 
Nevertheless, the broad reliance on consultants in the OPS in recent years 
warranted review.” 


The Committee noted that going forward, ministries will be using consultants 
under more restrictive criteria. It believes that building capacity in a given area, as 
an alternative to consultants, is prudent when the need for long-term capacity is 
substantiated. Building internal capacity could proceed subject to a business case 
having been made that it would produce quality public service in an economical, 
effective and efficient manner. 


The Committee therefore recommends that: 


9, Management Board of Cabinet should report to the Standing 
Committee on Public Accounts on the actions taken and the criteria 
used to determine when a ministry should build Ontario Public 
Service capacity, thereby reducing the necessity for extended reliance 
on consultants. The Ministry should provide a written response to this 
recommendation within one hundred and twenty calendar days of the 
date of tabling this report with the Speaker. 


Justification for the Use of Consultants 


A ministry must not purchase external consulting services without first 
considering existing ministry resources, and resources available from other 
ministries. According to the Auditor, the majority of ministries did not 
demonstrate that they determined whether such resources were available before 
purchasing external consulting services. Staff at the Ministries expressed the 
opinion that the lack of available skills and resources was obvious and previous 
attempts to identify qualified internal resources had proven to be unsuccessful. 
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The Auditor recommended that prior to hiring consultants the Ministries should 
conduct a proper evaluation of available resources both within the Ministries and 
in other ministries, document the results, assess alternatives to using consultants, 
and justify where the services of consultants are considered necessary. 


The Secretariat responded that it concurs with the Auditor’s recommendation and 
it will improve its evaluation of the availability of skills and resources before 
engaging outside consultants. Furthermore, it is in the process of implementing a 
strategy to address internal skills requirements, consisting of an IT internship 
program, specific recruitment approaches for specialized IT skills, and retention 
and succession planning so that qualified staff are available to assume critical 
roles as required. 


The other ministries similarly concur with the need for a proper evaluation of 
resources, documentation of the results, assessing alternatives and providing 
justification before engaging consultants. 


Committee Hearings 


Enhanced Controllership 


The ministries acknowledged the validity of the Auditor’s concern with respect to 
better documentation on the rationale for hiring consultants. In response to the 
Auditor’s concerns in this area, MBS outlined new procedures to follow:® 


e ministries will be required to fully document how they assessed available 
internal ministry resources before turning to consulting services; 


e ministries must clearly define the requirements and deliverables of any 
assignment before commencing the selection process; and 


e ministries must follow enhanced requirements for evaluating bids and 
selecting vendors to ensure they retain well-qualified staff. 


In addition, the province is implementing management system improvements, 
which include:° 


e controls over IT contracts have been centralized under the Chief Information 
Officer (CIO); 


« Management Board requires a business case, specific deliverables, payment 
terms, a means of ensuring knowledge transfer on the contract completion, 
and status of payments; 


« vendors must list former employees on each project; 
e contracts are signed by the CIO; and 


¢ all documentation must be completed prior to payment. 
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Lobbyists’ Consulting Services 


In addition, the province has committed to strengthening the rules governing the 
use of lobbyists engaged in providing consulting services. Management Board 
acknowledged the need for greater disclosure and transparency around these 
services and the rules have been clarified.” As part of this process, any potential 
conflict of interest would be identified at the contract stage, with ongoing 
monitoring to ensure that related problems are identified during the course of the 
consulting assignment. 


Committee Recommendation 


Evaluation of Ministry Resources 


[amendment suggested by Legislative Research] 


The Committee is in agreement with the need for thorough evaluation and 
documentation on the justification for the use of consultants. Furthermore, the 
Committee is supportive of MBS’ plans to enhance its evaluation of the 
availability of internal skills and resources, and the proposed strategy to address 
skill requirements through retention and succession planning. 


The Committee therefore recommends that: 


10. The Management Board Secretariat should report to the Standing 
Committee on Public Accounts on actions taken to better evaluate 
available internal skills and resources, before turning to consultants 
and to improve internal skills through retention and succession 
planning. The Ministry should provide a written response to this 
recommendation within one hundred and twenty calendar days of the 
date of tabling this report with the Speaker. 


Ontario Realty Corporation Contract 


The Auditor identified concerns at the Ontario Realty Corporation (ORC) over the 
acquisition, management, and controls over creative communications and the 
hiring of consultants. For example, contracts did not have a ceiling price and 
invoices submitted by consultants at times lacked sufficient detail to determine 
whether the amount invoiced was reasonable. 


The Auditor recommended that the ORC should ensure that the justification for 
hiring communications consultants is documented, including a needs analysis 
indicating the costs and benefits for hiring the consultant, and that in the future 
ORC should lessen its dependency on such consultants. 
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Committee Hearings 


Advertising and Creative Services Contract 


ORC had not staffed up its communications function at the time of the contracts 
in question.© Management Board elaborated that these contracts were tendered 
under difficult administrative circumstances: 


...because of how those particular contracts 
came about and the fact that they didn't have 
staff in place, they did have vague terms of 
reference, they didn't have ceilings, letters of 
agreement were not in place -- in other words, 
this was sort of managing through a crisis 
situation; it was not a systematic approach to 
managing. For that reason, the ORC board has 
acted to put an ongoing communications 
function in place and to approach this more 
systematically. ”° 


In the intervening period, the corporation has increased its internal staff and it 
now follows the Advertising Review Board procedures for hiring creative 
communications functions.’' In addition, Management Board is considering 
amendments to the procurement Directive, and the matter of potential conflicts of 
interest. 


5. List OF COMMITTEE RECOMMENDATIONS 


The Committee requests that the Ministry report on the following 
recommendations within one hundred and twenty calendar days of the date of 
tabling this document with the Speaker: 


1. Management Board Secretariat should report to the Standing 
Committee on Public Accounts on the actions taken to implement the 
amended Directive on Consulting Services and to ensure ministries’ 
compliance with all Management Board of Cabinet Directives. 


2. The Management Board Secretariat should develop management 
mechanisms to oversee consultants and these initiatives should be 
coordinated between the ministries and the Secretariat. 


3. A breakdown of consulting services spending, by ranges of total 
costs, for example below $25,000, should be included with annual 
ministry reports. If such spending is considered material, the 
Management Board of Cabinet should consider introducing 
Guidelines for non-competitive discretionary spending by senior 
management of the Ontario Public Service so that such spending is 


ee 


subject to an accountability regime. MBS should provide a written 
response to this recommendation. 


4. The Management Board of Cabinet should consider the merits of 
establishing a committee to consider and prepare recommendations 
on proposed consulting contracts between $25,000 and $500,000 with 
important policy implications and long-term financial commitments. 
The approval of a consulting contract would require the committee’s 
endorsement. MBS should provide a written response to this 
recommendation. 


5. Management Board Secretariat should report to the Standing 
Committee on Public Accounts on how the revised vendor-of-record 
system for consultant selection will address all concerns raised by the 
Provincial Auditor. This report should include but not be limited to 
the following matters: 


« actions taken to ensure ministries comply with the requirement 
that larger projects not be subdivided into smaller assignments 
to avoid competition and that consultants assume responsibility 
for their work by requiring fixed deliverables at a firm price; 
and 


e actions taken to obtain, whenever possible, guarantees from 
vendors that the rates submitted are the lowest rates the vendors 
make available to their major customers. 


6. The Management Board Secretariat should not increase the 
threshold amount ($500,000 to $750,000), above which an open 
competition is required on vendor-of-record contracts. 


7. The Management Board Secretariat should report to the Standing 
Committee on Public Accounts on the preliminary results of the 
requirement that ministries provide a comprehensive business case 
prior to acquiring consulting services, with an overview of business 
planning procedures followed in this process. 


8. The Management Board Secretariat should report to the Standing 
Committee on Public Accounts on the details of its plan for knowledge 
transfer. Furthermore, on the conclusion of each consulting contract, 
the responsible ministry should follow an established protocol for 
documenting the knowledge transferred and new skills acquired. 


9. Management Board of Cabinet should report to the Standing 
Committee on Public Accounts on the actions taken and the criteria 
used to determine when a ministry should build Ontario Public 
Service capacity, thereby reducing the necessity for extended reliance 


on consultants. 
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10. The Management Board Secretariat should report to the Standing 
Committee on Public Accounts on actions taken to better evaluate 
available internal skills and resources, before turning to consultants 
and to improve internal skills through retention and succession 


planning. 
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